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EXECUTIVE  SUMMARY 


The  Omnibus  Budget  Reconciliation  Act  of  1981  (OBRA)  was  a  landmark  in 
thehistory  of  volume  purchasing  by  state  Medicaid  programs.  Prior  to  August 
1981, when  OBRA  went  into  effect,  eight  states  were  operating  a  total  of  eleven 
volume  purchasing  programs.  But  volume  purchasing  was  confined  to  various 
medical  devices,  such  as  eyeglasses,  hearing  aids,  and  durable  medical 
equipment. 

OBRA  reversed  the  federal  government's  previous  position  by  making  it 
permissible  for  states  to  volume  purchase  laboratory  and  X-ray  services  as 
wellas  medical  devices.  It  also  codified  the  states'  right  to  volume  purchase 
these  goods  and  services,  and  laid  down  certain  guidelines. 

Only  one  state,  Nevada,  has  implemented  a  laboratory  volume  purchasing 
program.  But  the  significance  of  this  is  greater  than  might  first  be 
apparent.  Nevada  has  demonstrated  that  a  lab  volume  purchase  program  is 
feasible,  at  least  in  urban  areas,  and  that  cost  savings  can  be  realized 
through  such  a  program. 

Since  OBRA's  enactment,  states  have  also  continued  to  implement  volume 
purchasing  programs  for  medical  devices.  As  of  September  1985,  thirteen 
states  have  adopted  seventeen  new  programs,  bringing  the  total  to  nineteen 
states  with  twenty-eight  volume  purchasing  programs. 

The  item  most  often  volume  purchased  is  eyeglasses,  with  fourteen  state 
programs.  There  are  five  hearing  aid  programs,  two  for  oxygen,  and  one  each 
for  laboratory  services,  wheelchairs,  hyperalimentation,  and  respiratory 
therapy.  There  is  a  volume  rental  program  for  oxygen  concentrators,  and  one 
for  apnea  monitors.  And,  finally,  one  state  has  an  incentive  program  to 
encourage  nursing  homes  to  group  purchase  supplies. 

There  is  a  great  deal  of  creativity  and  variety  in  the  design  of  these 
programs.  This  is  reflected,  as  well,  in  the  existence  of  five  durable 
medical  equipment  "loan  closets,"  through  which  states  recycle  equipment. 
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I.  Introduction 


This  publication  is  a  revised  edition  of  the  National  Governors' 
Association's  October  1982  report  of  the  same  title.  New  information,  current 
as  of  September  1985,  has  been  included. 

This  report  discusses  the  Omnibus  Budget  Reconciliation  Act  of  1981 
(OBRA),  P.L.  97-35,  and  the  implementing  regulations  as  they  pertain  to  volume 
purchasing,  and  describes  state  experience  with  volume  purchasing  arrangements 
for  allowed  goods  and  services,  highlighting  the  more  recently  authorized  area 
of  laboratory  services.  The  appendices  present  some  guidelines  to  help 
determine  when  volume  purchasing  of  a  particular  service  is  appropriate, 
outline  important  elements  in  program  development,  and  list  contact  persons 
for  existing  state  programs. 

With  the  exception  of  a  brief  discussion  of  durable  medical  equipment 
loan  closets,  this  paper  will  be  confined  to  state  Medicaid  activities  under 
the  1915(a)(1)(B)  authority.  It  will  not  deal  with  selective  contracting  of 
other  goods  and  services,  including  those  programs  for  which  1915(b)  waivers 
must  be  obtained. 

Purchasing  arrangements  made  under  the  1915(a)  authority  will  be 
referred  to  as  "volume  purchasing"  in  this  paper.  Volume  purchasing  is  only 
one  of  several  terms,  including  bulk  purchasing  and  centralized  purchasing, 
which  are  used  to  identify  similar  approaches  under  which  state  Medicaid 
programs  selectively  arrange  for  purchase  of  certain  goods  and  services. 
Competitive  bidding  refers  to  the  process  most  often  used  in  volume  purchasing 
programs  to  select  contractors. 
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II.    The  Omnibus  Budget  Reconciliation  Act  of  1981 

The  Omnibus  Budget  Reconciliation  Act  of  1981  added  to  the  Medicaid 
statute  a  new  section,  1915(a)(1)(B),  which  clearly  allows  a  state  to  arrange 
"through  a  competitive  bidding  process  or  otherwise"  the  purchase  of 
laboratory  services  or  medical  devices.  Prior  to  the  enactment  of  OBRA, 
contracted  arrangements  for  medical  devices  were  permitted,  and  some  states 
implemented  them.  However,  the  federal  government  did  not  permit  volume 
purchasing  of  laboratory  services,  maintaining  that  it  would  violate  the 
freedom  of  choice  provision  of  the  law.  Thus,  P.L.  97-35  created  a  new 
authority  for  volume  purchasing  arrangements  for  laboratory  services,  and 
continued  the  permissibility  of  such  arrangements  for  medical  devices. 

The  implementing  regulations,  as  well  as  the  statute,  use  the  term 
■medical  devices."  According  to  the  preamble  to  the  interim  final 
regulations,  "medical  devices  means  items  such  as  durable  medical  equipment, 
home  health  appliances,  eyeglasses,  hearing  aids,  or  prosthetics..."  Health 
Care  Financing  Administration  (HCFA)  staff  have  indicated  that  this  list  is 
illustrative  and  does  not  prohibit  volume  purchasing  of  other  medical  devices 
which  a  state  may  include  in  its  Medicaid  coverage. 

The  means  of  selecting  contractors  from  whom  the  state  will  volume 
purchase  is  not  limited  to  competitive  bidding.  The  statutory  language  uses 
the  phrase  "competitive  bidding  or  otherwise,"  which  allows  states  the 
flexibility  to  use  other  methods  for  reaching  contractual  arrangements,  such 
as  negotiation. 

OBRA  also  contains  provisions  for  federal  review  of  state  volume 
purchasing  programs.  It  requires  that  a  state  report  its  volume  purchasing 
plan  to  the  HCFA  regional  office  and  receive  approval  prior  to 
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implementation.  The  October  1981  interim  final  regulations  specified  that  the 
report  must  describe  the  volume  purchasing  program  and  how  the  state  would 
assure  that  adequate  services  or  devices  would  be  available  to  beneficiaries, 
as  required  by  federal  Medicaid  statutes.  In  the  case  of  lab  services,  the 
state  was  also  required  to  explain  how  it  would  fulfill  OBRA's  laboratory 
volume  purchase  requirements  (see  page  6).  The  June  1983  final  regulations, 
however,  eased  the  reporting  requirements.  Now  a  state  need  only  submit  a 
report  assuring  that  the  requirements  will  be  met. 

Medicaid  volume  purchase  of  drugs  was  also  addressed  by  the  OBRA 
provisions.  Earlier,  in  1978,  a  HCFA  Information  Memorandum  [1]  indicated 
that  states  could  obtain  drugs  through  centralized  purchasing  (although  none 
chose  to  do  so).  But  Congress'  enactment  of  OBRA  in  1981  placed  this  position 
in  question.  OBRA  did  not  list  drugs  as  one  of  the  services  for  which  volume 
purchasing  was  permitted  under  1915(a),  although  the  OBRA  Conference  Report 
was  somewhat  vague  as  to  congressional  intent.  HCFA  clarified  this  issue  in 
the  Supplementary  Information  to  the  June  1983  final  regulations  by  stating 
that  drugs  can  be  competitively  purchased  only  if  a  freedom  of  choice  waiver 
is  obtained.  [2] 
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III.    State  Volume  Purchasing  Programs 

Available  information  indicates  that,  as  of  OBRA's  effective  date  in 
August  1981,  eight  states  were  operating  a  total  of  eleven  volume  purchasing 
programs.  Between  August  1981  and  September  1985,  eleven  more  states  adopted 
programs,  and  two  states  that  already  were  volume  purchasing  implemented 
additional  programs.  During  this  four-year  period,  a  total  of  seventeen  new 
programs  were  adopted.  As  of  September  1985,  approximately  nineteen  states 
were  operating  twenty-eight  volume  purchasing  programs.  Table  I  on  the 
following  page  lists  the  known  state  Medicaid  volume  purchasing  programs. 

States  have  adopted  two  types  of  volume  purchasing  arrangements: 

•  the  "sole  source'  approach,  in  which  a  state  Medicaid 
agency  contracts  with  one  vendor  to  fulfill  all  of  its 
needs  for  a  particular  item  or  service  (a  variation 
would  be  to  award  a  sole  source  contract  for  each  of  two 
or  more  geographic  areas);  and 

•  a  "preferred  provider"  arrangement,  in  which  the  state 
agency  contracts  with  a  central  vendor  and  notifies 
providers  that  they  may  purchase  the  specified  items  or 
services  through  this  vendor.  Providers  may  obtain  the 
items  or  services  elsewhere,  but  the  state  will  pay  no 
more  for  them  than  the  contracted  rates. 

Most  states  select  vendors — for  either  sole  source  or  "preferred 
provider"  arrangements — through  competitive  bidding.  However,  in  some  cases, 
states  have  already  determined  the  vendor  with  whom  they  wish  to  contract, 
such  as  the  state  department  of  corrections.  In  other  cases,  there  may  not  be 
a  choice  of  vendors  available  to  them  for  the  desired  goods  or  services.  In 
these  instances,  the  state  will  negotiate  a  contract  and  a  reimbursement  rate. 
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A.        Laboratory  and  X-Ray  Services 


1.     Federal  Requirements 

Prior  to  the  passage  of  OBRA,  volume  purchasing  of  laboratory  services 
was  considered  by  the  federal  government  to  be  a  violation  of  the  freedom  of 
choice  provision.  Section  2175  of  OBRA,  however,  amended  the  federal 
government's  policy  on  volume  purchasing  of  lab  services.  It  added  to  the 
Medicaid  statute  a  new  section,  1915(a),  which  explicitly  stipulates  that  a 
state  will  not  be  found  out  of  compliance  with  the  requirements  for 
statewideness,  comparability  of  services,  and/or  freedom  of  choice*  solely  by 
reason  of  entering  into  "arrangements  through  a  competitive  bidding  process  or 
otherwise  for  the  purchase  of  the  laboratory  services  referred  to  in  section 
1905(a)(3)  or  of  medical  devices. .."[ 3] .  This  definition  of  laboratory 
services,  essentially  repeated  in  the  October  1981  interim  final  regulations, 
included  both  laboratory  and  radiological  services,  and  it  did  not  apply  to 
hospital  outpatient  department  or  clinic  labs. 


*The  federal  government  requires  that  state  Medicaid  programs  provide  the  same 
level  of  services  to  recipients  in  all  areas  of  the  state  (statewideness 
provision);  that  the  amount,  duration,  and  scope  of  services  provided  must  be 
comparable  for  all  categorically  needy  recipients,  must  be  comparable  for  all 
recipients  within  each  medically  needy  eligibility  group,  and  that  services 
available  to  categorically  needy  recipients  cannot  be  less  in  amount, 
duration,  and  scope  than  those  provided  to  medically  needy  recipients 
(comparability  of  services  provision);  and  that  recipients  must  be  allowed  to 
choose  the  providers  from  whom  they  will  obtain  covered  services  (freedom  of 
choice  provision). 
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The  final  regulations  at  42  CFR  431.54(d),  which  became  effective  June 
22,  1983,  once  again  made  it  clear  that  volume  purchasing  arrangements  for 
X-ray  procedures  are  permitted.  However,  these  final  regulations  modified  the 
interim  regulations  by  permitting  lab  volume  purchasing  programs  to  apply  to 
hospital  laboratories  under  certain  circumstances: 

Laboratory  services  purchased  under  such  arrangements  are 
provided  through  independent  laboratories,  hospital 
laboratories  (in-  or  out-patient)  that  provide  services 
f ornon-hospital  patients,  and  physician  laboratories  that 
process  at  least  100  specimens  during  any  calendar  year 
from  other  physicians.   [42  CFR  431.54(d)(1)] 

The  final  regulations  further  require  that  labs  meet  certain  criteria  to 
be  eligible  for  volume  purchasing  arrangements:  they  must  meet  Medicare 
requirements;  those  requiring  an  interstate  license  must  either  be  licensed  by 
HCFA  or  receive  an  exemption  from  the  licensing  requirement  by  the  College  of 
American  Pathologists;  and  they  must  have  no  more  than  75  percent  of  their 
charges  based  on  services  to  beneficiaries  or  recipients  of  Medicaid  or 
Medicare. 

2.     State  Experience 

Only  one  state  has  implemented  a  stand-alone  volume  purchasing  program 
for  laboratory  services  since  OBRA's  passage.  On  October  15,  1983,  Nevada's 
Medicaid  program  began  purchasing  non-hospital  clinical  laboratory  services 
through  sole  source  contracts  in  two  areas  of  the  state.  In  the  Reno/Carson 
City  area,  one  provider  is  serving  three  counties,  and  in  the  Las  Vegas  area, 
one  provider  serves  Clark  County  and  nearby  locations.  The  rest  of  the  state, 
which  is  sparsely  populated,  continues  to  operate  under  a  f ee-f or-service 
system.  However,  the  non-contract  areas  account  for  only  about  three  percent 
of  Medicaid  clinical  laboratory  services. 
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The  contracts  between  Nevada  Medicaid  and  the  two  independent 
laboratories  set  the  reimbursement  rate  at  $.90  per  unit  value,  as  defined  in 
the  1974  California  Relative  Value  Studies  (CRVS).  This  was  a  reduction  of 
$.20  from  the  previous  rate  of  $1.10  per  unit  value  for  outpatient  hospital 
and  physician  lab  services,  and  an  increase  from  $.70  per  unit  value  for 
independent  lab  services.  At  the  same  time,  Nevada  ceased  payment  for 
handlingand  other  service-related  charges. 

Although  the  sole  source  contracts  covered  only  non-institutional  lab 
services  within  the  two  urban  areas,  the  contract  rate  of  $.90  per  CRVS  unit 
value  was  extended  to  all  lab  services  throughout  the  state,  except  for 
inpatient  hospital  lab  services,  which  are  included  in  the  hospital  per  diem, 
and  legitimate  emergency  services  delivered  in  hospital  emergency  rooms. 

With  the  establishment  of  sole  source  contracts  for  non-institutional 
lab  services,  Medicaid  coverage  of  outpatient  hospital  lab  services  in  the  two 
covered  urban  areas  was  limited  to  the  following  situations: 

•  verifiable  emergencies  in  outpatient  emergency  rooms; 

•  established    hospital    clinic    outpatients    with  medical 
records  on  file; 

•  refugees  referred  for  ova  and  parasite  testing;  and 

•  newborns  with  hyperbilirubenemia  who  are  being  monitored 
at  the  same  hospital  after  discharge. 

Within  the  contract  areas,  most  Medicaid  recipients  are  sent  to  the 
contract  labs  to  have  specimens  taken.  However,  if  physicians  secure  lab 
specimens  themselves,  they  are  paid  one  $3  blood-drawing  fee  per  patient, 
regardless  of  the  number  of  tests  to  be  done.  A  lab  courier  service  regularly 
picks  up  samples  and  specimens  and  delivers  them  to  the  contract  lab.  If  test 
results  are  needed  quickly  they  can  be  transmitted  by  telephone,  with  written 
follow-up  from  the  lab. 
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The  original  contract  period  was  one  year,  with  an  option  to  renew. 
Contracts  with  both  labs  were  renewed  for  one  year  in  October  1984,  and  for  a 
two-year  period  in  October  1985.  Contract  rates  have  not  been  raised  since 
the  program  began  and  will  remain  at  $.90  per  unit  value  at  least  until 
October  1987. 

Initial  assessments  indicate  that  the  program  is  meeting  the  goals  set 

by    Nevada    Medicaid.      On-site    audits    conducted    in   February    1984  documented 

adequate    access    for    recipients    and    services    of    superior    quality.  Volume 

purchasing  is  cutting  lab  service  expenditures,  as  well.     During  the  first  ten 

months  of   the  volume  purchasing  program   (October   1983  through  August  1984), 

Nevada     Medicaid     experienced     a     thirty-eight     percent     reduction     in  lab 

utilization  rates.     In  March  1985,  the  HCFA  Region  IX  office  prepared  a  Target 

Area  Assessment  Report  on  the  Nevada  Medicaid  Sole  Source  Laboratory  Contract 

documenting  data  on  savings  realized  by  the  program: 

For  the  period  October  1983-July  1984  the  State  spent 
$359,575  for  a  total  of  37,356  laboratory  service  units. 
Thus,  the  waiver  saved  $215,932  in  its  first  ten  months. 
Additional  administrative  cost  savings  were  realized 
through  decreased  claims  processing  costs  not  included  in 
the  reported  savings.  The  reduction  in  costs  was  due  in 
part  to  the  prudent  buyer  concept  and  an  overall  decrease 
in  the  performance  of  laboratory  procedures  requested  by 
physicians.  Further  savings  occurred  due  to  the 
discontinuance,  other  than  the  $3.00  blood  drawing  fee,  of 
service-related  fees  and  handling  charges  by  providers  for 
laboratory  tests.  It  should  be  mentioned  that  the 
reimbursement  ratio  has  remained  the  same  under  both  the 
1983-1984  and  1985  Sole  Source  contracts. 


Although  Nevada  has  enjoyed  initial  success  with  its  program,  thus  far 
no  other  state  has  implemented  volume  purchasing  of  laboratory  services.  In 
addition  to  the  fact  that  volume  purchase  of  lab  services  became  permissible 
only  recently,  there  are  several  other  questions  that  have  heretofore  limited 
its  widespread  implementation.     Some  states  have  hesitated  because  a  recent 
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federal  law,  the  Deficit  Reduction  Act  of  1984  (P.L.  98-369),  commonly  known 
as  DEFRA,  has  reduced  the  fiscal  pressure  on  states  by  mandating  lower 
laboratory  rates.  The  law  established  a  Medicare  fee  schedule  for  all  lab 
services  except  those  provided  to  hospital  inpatients.  Fees  for  lab  services 
performed  in  a  physician's  office  or  by  independent  clinical  labs,  including 
hospital  labs  providing  services  to  non-hospital  patients,  were  set  at  60 
percent  of  the  prevailing  charge  levels  for  the  fee  screen  year  which  began 
July  1,  1984.  Fees  were  set  at  62  percent  for  hospital-based  labs  serving 
hospital  outpatients.  In  1987,  a  national  fee  schedule  will  be  established 
for  tests  performed  in  a  physician's  office  and  in  independent  clinical  labs. 
Hospital-based  labs  will  revert  to  cost  reimbursement  unless  Congress  includes 
them  in  the  national  fee  schedule. 

In  addition,  independent  labs  and  hospital  labs  conducting  tests  for 
non-hospital  patients  are  required  to  accept  assignment  (i.e.,  accept  the 
indicated  fees  as  payment  in  full).  When  assignment  is  accepted  by  labs  or 
physicians,  Medicare  waives  the  deductible  and  coinsurance  requirements  and 
pays  100  percent  of  the  fee  screen  amount  or  charge,  whichever  is  lower.  This 
has  an  impact  on  Medicaid  agencies,  who  in  these  cases  are  no  longer  paying 
the  deductibles  and  coinsurance  for  their  Medicaid/Medicare  crossover 
recipients. 

For  the  states,  the  most  significant  provision  of  DEFRA,  however,  is  a 
stipulation  that  withholds  federal  matching  funds  from  state  Medicaid  programs 
to  the  extent  that  a  state  pays  more  for  laboratory  services  than  would  be 
paid  under  the  Medicare  fee  schedule.  In  effect,  this  provision  limits 
Medicaid  payment  for  lab  services  to  the  Medicare  reimbursement  rates. 
Several  states  have  indicated  that  the  reductions  in  lab  expenditures 
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resulting  from  this  new  law  have  alleviated  the  strain  on  their  lab  service 
budgets.  Consequently,  they  have  postponed  consideration  of  volume  purchasing 
of  lab  services. 

Notwithstanding  the  cost-savings  which  DEFRA  may  produce,  some  states 
will  need  to  make  further  cuts.  And  some  will  prefer  simpler,  quicker  methods 
than  volume  purchasing.  In  July  1982,  prior  to  DEFRA,  Washington  chose  a  more 
direct  approach  to  cost  reduction  which  remains  an  available  option  for 
states.  When  Washington's  Medicaid  program  was  required  to  cut  its 
expenditures  for  lab  services  by  ten  percent,  it  applied  a  ten  percent 
reduction  to  its  conversion  formula  for  lab  reimbursement.  The  providers  also 
appeared  to  prefer  this  approach  to  that  of  volume  purchasing. 

Another  concern  relates  to  access.  In  Nevada,  the  volume  purchasing 
contract  was  limited  to  urban  areas  (which  contain  97  percent  of  Nevada's 
population).  Undoubtedly,  it  would  be  more  difficult  to  ensure  adequate 
access  to  recipients  in  rural  areas  under  a  volume  purchasing  arrangement. 
Indeed,  this  problem  was  mentioned  by  several  states  as  a  major  reason  why 
they  did  not  pursue  volume  purchasing  of  laboratory  services.  However, 
federal  law  excepts  volume  purchasing  arrangements  from  the  statewideness 
requirement  and,  therefore,  states  can  implement  volume  purchasing 
arrangements  in  urban  areas  alone,  as  Nevada  did,  without  applying  for  a 
waiver. 

In  a  few  smaller  states  there  is  only  one  lab  that  would  qualify  for  a 
volume  purchasing  contract.  These  states  believe  the  lack  of  competition 
would  prevent  them  from  obtaining  adequately  low  rates.  However,  Nevada  had 
only  two  qualified  bidders  and  signed  contracts  with  both,  with  satisfactory 
results. 
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The  problem  most  often  perceived  by  states  as  a  serious  obstacle  to  lab 
volume  purchasing  is  physician  opposition.  Many  states  feel  that  the 
preparation  required  for  such  a  program  would  be  complicated  and 
time-consuming,  and  they  are  not  willing  to  risk  valuable  staff  time  on  a 
program  that  might  be  vigorously  opposed  by  physician  groups.  Indeed,  several 
states  have  expended  a  great  deal  of  staff  time  in  preparing  proposals,  only 
to  see  them  shot  down  in  the  political  arena. 

Although  these  concerns  about  a  full-fledged  lab  volume  purchasing 
program  have  been  expressed  by  a  number  of  states,  there  are  many  possible 
variations  that  could  be  adopted.  For  example,  a  lab  volume  purchasing 
arrangement  could  be  subsumed  under  an  initiative  with  broader  goals. 
Kentucky  Medicaid  conducted  a  comprehensive,  prepaid,  capitated  case 
management  program  for  one  year,  beginning  on  July  1,  1983.  The  "Citicare" 
project  served  approximately  40,000  AFDC  recipients  in  the  Louisville  and 
Jefferson  County  area.  Citicare  contracted  for  lab  services  with  a  "preferred 
provider"  from  December  1,  1983,  until  the  Citicare  project  ended  on  June  30, 
1984.  Lab  tests  could  be  performed  elsewhere,  but  Citicare  paid  no  more  than 
the  contract  rate.  For  most  tests,  the  contract  rate  was  about  fifty  percent 
of  the  contract  lab's  retail  price.  It  is  estimated  that  about  one-half  of 
the  tests  were  sent  to  the  contract  lab.  Citicare  included  certain  contracted 
lab  procedures  within  the  physician's  capitated  rate.  The  physician  could 
perform  these  procedures,  send  them  to  the  preferred  lab,  or  purchase  them  at 
any  price  from  another  lab.  However,  since  the  physician  paid  for  them  out  of 
the  capitated  rate,  it  was  to  the  physician's  advantage  to  get  the  best  price, 
which  was  more  than  likely  the  "preferred  provider"  rate. 

Another  variation  is  one  that  Florida  has  evolved  to  address  access 
problems  in  rural  areas  where  there  are  few  or  no  Medicaid  providers.  In 
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these  localities,  recipients  often  seek  medical  care  at  the  county  health 
department,  which  usually  employs  a  physician.  These  county  offices  send 
their  lab  work  to  a  central  state  lab  that  performs  tests  for  a  number  of 
state  agencies.  A  large  amount  of  Medicaid  work  is  done  by  the  central  lab, 
and  Medicaid's  use  of  this  service  has  reportedly  resulted  in  savings. 

Volume  purchasing  of  X-ray  services  also  is  allowed  under  OBRA,  but  it 
appears  that  no  state  has  implemented  or  is  considering  such  a  program. 

B.        Other  State  Medicaid  Volume  Purchasing  Programs 

1 .  Eyeglasses 

One-half  of  the  Medicaid  volume  purchasing  arrangements  identified  for 
this  study  are  eyeglass  programs.  There  are  several  reasons  why  eyeglasses 
are  such  a  popular  choice: 

•  An  eyeglass  program  is  particularly  suited  to  volume 
purchasing.  It  is  relatively  simple  to  administer,  and 
there  are  no  emergency  situations  for  which  exceptions 
must  be  made. 

•  Since  a  number  of  states  are  already  volume  purchasing 
eyeglasses  (some  have  been  doing  so  for  a  number  of 
years)  there  are  plenty  of  models  for  other  states  to 
use  in  fashioning  a  program. 

•  The  experience  of  these  states  indicates  that  savings 
can  be  realized. 

Most  states  indicate  that  significant  savings  are  achieved  through 
volume  purchase  of  eyeglasses  (although  some  of  them  have  not  conducted  formal 
evaluations  and,  therefore,  cannot  attribute  specific  savings  amounts  to  the 
program).     Wisconsin  estimated   that   over   the   first   three  years  of  operation 
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the  volume  purchasing  program  annually  saved  the  state  approximately  40 
percent  over  outlays  under  the  previous  reimbursement  system,  or  about  $1.1 
million  a  year.  Michigan  Medicaid  estimated  a  savings  of  $737,000  in  state 
fiscal  year  1984,  or  about  $7.16  per  pair  of  eyeglasses.  Massachusetts,  which 
has  been  operating  a  volume  purchasing  program  for  some  time,  estimates  a  cost 
avoidance  of  about  $1.2  million  a  year. 

Eleven  of  the  fourteen  existing  eyeglass  volume  purchasing  programs  are 
sole  source  arrangements.  These  are  operated  by:  Arkansas,  Georgia, 
Massachusetts,  Michigan,  Minnesota,  New  Hampshire,  Ohio,  South  Carolina, 
Vermont,  Washington,  and  Wisconsin.  Ohio  has  a  sole  source  contract  for  each 
of  two  regions  within  the  state  in  order  to  open  the  process  to  smaller 
optical  labs.  Each  of  the  other  ten  states  has  contracted  with  only  one 
vendor. 

Three  states,  Alabama,  Florida,  and  Oregon,  have  "preferred  provider" 
arrangements  in  which  they  contract  with  one  vendor,  but  allow  vision  service 
providers  to  purchase  eyeglasses  from  other  vendors  who  will  accept  the 
contracted  rates.  The  Oregon  Medicaid  agency  is  participating  in  a  joint 
volume  purchasing  program  along  with  other  state  and  local  agencies. 

In  twelve  of  the  fourteen  states,  contracts  are  competitively  bid. 
However,  the  Florida  and  New  Hampshire  Medicaid  programs  use  negotiation 
rather  than  competitive  bidding  to  reach  contractual  arrangements  with  state 
correctional  institutions. 

At  least  five  more  states  have  proposed  volume  purchasing  of  eyeglasses 
and  have  been  thwarted  due  to  political  pressure  from  in-state  providers.  In 
three  of  these  states,  the  provider  community  agreed  to  negotiate  lower 
reimbursement  rates  as  an  alternative. 
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Two  additional  states  are  formally  proposing  Medicaid  eyeglass  volume 
purchasing  programs,  and  two  more  are  seriously  considering  them. 

2.     Hearing  Aids 

At  least  five  states  volume  purchase  hearing  aids  for  Medicaid 
recipients.  There  is  great  diversity  among  these  programs.  Some  are  operated 
by  Medicaid  alone;  others  are  a  joint  endeavor  with  another  agency.  Some 
contracts  are  for  children's  hearing  aids  only;  others  are  for  both  adults' 
and  children's  coverage.  Some  of  the  states  contract  with  manufacturers  only, 
one  contracts  with  a  single  wholesaler,  and  another  puts  out  an  open  bid  to 
both  groups  and  contracts  with  whomever  is  the  lowest  bidder.  The  common 
denominator  is  that  states  are  experiencing  cost-savings  through  volume 
purchasing  of  hearing  aids. 

For  a  number  of  years,  the  Alaska  Medicaid  program  has  maintained  an 
informal  arrangement  which  reportedly  has  saved  the  state  nearly  forty  percent 
of  the  retail  price  of  hearing  aids.  Another  state  program,  the  Communicative 
Disorders  Program  (CDP),  contracts  annually  with  a  single  hearing  aid 
wholesaler.  Medicaid,  which  handles  only  between  100  and  130  hearing  aids  a 
year,  in  a  sense  rides  CDP's  coattails  by  using  CDP's  contracted  rate  for  its 
maximum  reimbursement  level.  The  Medicaid  agency  usually  purchases  hearing 
aids  from  CDP's  contractor  since  no  other  firm  will  accept  the  low  rates. 
What  is  technically  a  fixed  fee  becomes,  in  fact,  a  sole  source  contract. 

South    Carolina's    Medicaid    program    has    a    more    formal    arrangement  for 

providing    hearing    aids    to    children    in    its    Early    and    Periodic  Screening, 

Diagnosis,     and    Treatment    Program     (EPSDT).       It    has    contracted    with  the 

Department  of  Health  and  Environmental  Control  to  obtain  hearing  aids  through 
the  Department's  Child  Health/Children's  Rehabilitative  Services  (CHCRS).  The 
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CHCRS  annually  awards  sole  source  contracts  to  manufacturers  for  various  types 
of  hearing  aids.  These  are  distributed  to  clients  of  both  programs  at  Speech 
and  Hearing  Centers  throughout  the  state.  The  state  Medicaid  agency  has 
estimated  that  its  average  cost  per  hearing  aid  in  fiscal  year  1983-84  was 
$200.  The  joint  state  program  purchased  345  hearing  aids  during  that  year, 
with  251  aids  provided  to  Medicaid  recipients. 

Florida  Medicaid  contracts  directly  with  hearing  aid  manufacturers  in  an 
arrangement  that  can  best  be  described  as  "contract  purchasing."*  Each  year 
it  sends  requests  for  bids  to  all  manufacturers.  Each  bid  is  evaluated  and, 
if  the  terms  are  acceptable,  a  contract  is  signed  with  the  firm.  In  fiscal 
year  1985,  26  firms  signed  contracts  with  the  state.  These  represent  most  of 
the  major  hearing  aid  manufacturers.  Under  this  system,  the  dispenser 
receives  both  the  contracted  hearing  aid  rate  and  the  dispensing  fee.  For 
services  provided  to  adult  recipients,  the  state  deducts  a  five  percent 
coinsurance  charge  which  the  recipient  has  paid  directly  to  the  dispenser. 
The  dispenser  then  passes  the  hearing  aid  payment  (both  the  state's  and 
recipient's  shares)  on  to  the  manufacturer.  Florida  purchased  2,900  hearing 
aids  in  fiscal  year  1985  at  an  average  of  about  $135  per  hearing  aid.  Prior 
to  this  program,  the  average  price  was  $250. 

Minnesota  Medicaid  implemented  a  hearing  aid  volume  purchasing  program 
on  March  1,  1983.  Hearing  aid  dealers  must  purchase  hearing  aids  from 
contract  manufacturers  selected  by  the  state  through  competitive  bidding.  The 
state  reimburses  the  dealer  at  the  contract  price,  plus  a  separate  fee  for 
fitting,  dispensing,  and  servicing  the  aid. 


♦The  term  "contract  purchasing"  refers  to  contractual  arrangements  between  a 
purchaser  and  any  number  of  vendors,  from  one  to  an  unlimited  number,  as 
distinct  from  sole  source  volume  purchasing. 
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Texas  Medicaid  subcontracts  with  the  Department  of  Health  for  the  volume 
purchase  of  hearing  aids  for  its  Medicaid  recipients  under  21  years  of  age. 
The  Department  of  Health  purchases  hearing  aids  for  several  groups  of  poor  and 
medically  indigent  children,  and,  of  these  groups,  Medicaid  accounts  for 
between  35  percent  and  40  percent  of  the  hearing  aids  purchased.  Texas  does 
not  sign  contracts  with  vendors  for  a  given  time  period  (e.g.,  a  one-year 
contract);  it,  rather,  periodically  contracts  for  specific  numbers  of  hearing 
aids  of  stipulated  specifications.  The  bidding  is  open,  and  may  be  awarded  to 
either  manufacturers  or  distributors.  The  average  cost  of  a  hearing  aid  under 
the  program  was  $169.51  in  fiscal  year  1985. 

Several  other  states  indicated  that  they  had  considered  and  rejected  the 
volume  purchase  of  hearing  aids  because  of  the  complexity  of  contracting  for 
the  many  types  of  hearing  aids  that  their  recipients  might  require. 

Recycling  of  hearing  aids,  an  alternative  method  of  reducing  hearing  aid 
outlays,  has  been  practiced  informally  by  New  Jersey  for  several  years.  The 
Medicaid  agency  retains  title  to  hearing  aids  which  it  purchases.  When 
hearing  aids  are  no  longer  needed  by  Medicaid  recipients  in  nursing  homes  or 
other  institutional  settings,  the  agency  reclaims  the  aids,  stores  them,  and 
redistributes  them,  usually  as  replacement  aids. 

3.     Durable  Medical  Equipment 

State  Medicaid  agencies  appear  to  be  interested  in  alternative  methods 
of  obtaining  and  providing  durable  medical  equipment  (DME).  Most  states 
currently  purchase  and/or  rent  DME  from  all  qualified  suppliers.  The  two 
major  options  being  discussed  and,  in  a  few  cases,  implemented  are  volume 
purchasing  and  DME  loan  closets. 
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a.    Volume  Purchasing 


Despite  the  high  level  of  interest,  it  appears  that  only  one  DME  volume 
purchasing  program  currently  exists.  As  a  result  of  a  state  legislative 
mandate,  Minnesota  implemented  a  centralized  program  for  the  purchase  and 
rental  of  wheelchairs  and  accessories  on  March  1,  1983.  For  standard 
wheelchairs,  sole  source  contracts  were  awarded  to  dealers  on  a  regional 
basis;  statewide  sole  source  contracts  were  awarded  to  several  manufacturers 
for  certain  types  of  special  adaptive  wheelchairs.  Minnesota  has  realized 
savings  through  this  program,  and  the  state  plans  to  continue  competitive 
bidding  for  wheelchair  purchases.  However,  the  state  agency  is  discussing  the 
possibility  of  contracting  directly  with  the  manufacturers,  thereby  allowing 
all  dealers  to  participate  and  thus  improving  patient  access. 

A  unique  variation,  volume  rental,  has  been  adopted  by  Utah  for  several 
items.  In  1983,  Utah  implemented  one  of  these,  a  modified  sole  source,  volume 
rental  program  for  apnea  monitors.  The  monitors  are  very  expensive;  but  Utah 
Medicaid  staff  believed  they  were  paying  even  more  than  necessary  and  that 
outlays  could  be  reduced  through  this  approach.  The  state's  purchasing 
division  directed  the  competitive  bidding  process,  awarding  a  contract  for  a 
three-year  period,  with  no  options  to  renew.  Under  the  contract,  Utah 
guarantees  that  it  will  rent  a  certain  number  of  monitors  a  year.  Until  that 
number  is  reached,  it  is  a  sole  source  program.  Beyond  the  guaranteed  number, 
it  becomes  a  "preferred  provider"  program;  that  is,  Utah  may  rent  from  another 
provider  under  certain  circumstances  (e.g.,  if  a  patient  who  has  already 
rented  an  apnea  monitor  from  another  firm  becomes  retroactively  eligible),  but 
will  pay  no  more  than  the  contract  rate. 
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The  concern  that  volume  purchase  of  durable  medical  equipment  might  not 
allow  adequate  access,  particularly  to  rural  recipients,  is  a  major  deterrent 
to  implementing  such  a  program. 

There  are  other  obstacles  as  well.  Connecticut  implemented  volume 
purchase  of  DME  in  1977.  For  each  item,  sole  source  contracts  were  awarded  to 
suppliers  by  region.  However,  the  program  ended  after  one  year,  succumbing  to 
a  high  level  of  discontent  among  suppliers  who  had  not  won  contracts. 

b.     Loan  Closets 

The  second  approach  to  the  provision  of  DME  is  the  loan  closet.  A  1978 
HCFA  Information  Memorandum  stated: 

States  are  also  free  to  purchase  items  of  durable  medical 
equipment  (DME)  and  lend  them  to  recipients  through  a  loan 
closet  arrangement.  According  to  the  then  DHEW's  General 
Counsel,  there  is  no  legal  requirement  that  title  to  DME 
pass  to  the  recipient.  The  state  can  maintain  title  and 
reclaim  the  items  when  the  recipients  no  longer  need 
them.  However,  all  costs  associated  with  the  loan  closet 
program  (original  purchase,  storage,  repair  and  delivery) 
would  be  considered  as  administrative  and  not  program 
costs.  [4] 

A  small  number  of  states  operate  loan  closets.  There  are  significant 
variations  in  the  programs'  characteristics.  Some  of  them  are  highly 
structured,  with  a  central  tracking  system.  Others  depend  upon  recipients  or 
providers  to  report  items  that  are  available  for  recycling.  Some  are 
administered  on  the  state  level,  and  others  are  run  by  county  or  regional 
offices.  Some  states  recycle  items  themselves,  and  others  contract  for 
pick-up,  cleaning  and  reconditioning,  storage,  and/or  delivery  of  the 
equipment.  The  states  operating  DME  loan  closets  feel  that  they  are 
experiencing  savings;  however,  no  specific  savings  data  are  available. 
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West  Virginia  has  operated  its  own  loan  closet  for  a  number  of  years. 
The  state  requires  prior  authorization  of  all  DME  items.  Once  this 
prerequisite  is  met,  the  equipment  is  loaned  to  a  client,  at  which  time  a  loan 
agreement  is  executed  between  the  state  and  the  recipient.  When  the  client  no 
longer  needs  the  equipment,  it  is  refurbished,  if  necessary,  and  placed  in 
storage.  The  state  determines,  case  by  case,  whether  it  is  cost-effective  to 
repair  and/or  refurbish  a  particular  item.  Refurbishment  is  contracted  out, 
often  to  the  same  firms  that  originally  sold  the  equipment  to  the  state.  The 
state  has  a  central  storage  area  where  some  of  the  items  are  kept.  In  other 
instances,  items  are  maintained  in  county  welfare  offices,  particularly  if  it 
is  clear  there  will  be  further  need  for  them  in  that  area.  The  loan  closet  is 
administered  on  the  county  level.  It  is  the  responsibility  of  the  county 
welfare  departments  to  retrieve  and  redistribute  items.  However,  the  state 
attempts  to  track  DME  items  in  order  to  coordinate  availability  and  need 
between  counties.  State  personnel  emphasized  that  they  felt  a  loan  closet  was 
easier  to  manage  when  much  of  the  operation  is  on  an  informal  basis. 

New  Jersey  has  run  an  informal  DME  loan  closet  for  several  years.  When 
receiving  a  piece  of  equipment,  a  recipient  signs  an  agreement  to  return  the 
item  when  it  is  no  longer  needed.  Medicaid  does  not  track  DME  items;  it 
relies  on  providers  or  recipients  and  their  families  to  report  the 
availability  of  equipment.  In  the  areas  of  New  Jersey  with  heavier  Medicaid 
populations,  the  state  contracts  with  participating  vendors  to  retrieve  the 
equipment,  refurbish  it  if  necessary,  store  it,  and  deliver  it  to  other 
clients  as  needed.  In  areas  with  fewer  recipients,  the  state  may  pick  up, 
deliver,  and  store  the  equipment,  contracting  only  for  refurbishing.  (Repairs 
are  done  only  when  determined  cost-effective. )  Recycling  contracts  are  not 
competitively  bid.     Selection  of  contractors  is  informal,  sometimes  through 
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telephone  surveys  of  several  vendors  to  determine  those  who  will  accept  the 
rates  proposed  by  the  state:  The  state  rate  is  either  $35  or  the  equivalent 
of  the  monthly  rental  fee  for  the  item  (two  months'  rent  for  very  heavy 
equipment),  whichever  is  greater.  New  Jersey  has  been  satisfied  with  the 
approach;  indeed,  the  state  is  now  proposing  to  formalize  the  loan  closet. 
The  proposal  provides  for  the  transfer  of  program  administration  from  sixteen 
regional  offices  to  the  central  Medicaid  office.  The  recycling  rate  would 
remain  the  same.  In  order  to  participate  in  the  program,  a  provider  would  be 
required  to  sign  a  separate  Recycling  Provider  Agreement  and  be  approved  by 
the  state. 

Illinois,  too,  operates  a  DME  loan  closet.  It  is  administered  by  staff 
of  the  DME  prior  authorization  unit.  The  state  does  not  track  equipment  nor 
actively  seek  its  return;  it  relies  on  providers  and  recipients  and  their 
families  to  notify  the  state  when  equipment  is  available.  This  is  sufficient 
to  ensure  that  a  large  volume  of  equipment  is  recycled.  Illinois  maintains 
DME  warehouses  in  both  the  Chicago  and  Springfield  areas.  The  equipment  is 
cleaned  and  repaired  at  the  warehouses  by  state  personnel. 

Indiana's  loan  closet  is  administered  entirely  by  the  county  welfare 
departments.  The  state  does  not  track  equipment,  relying  on  recipients  to 
report  when  items  are  available.  The  program  has  been  operated  informally  for 
some  time,  but  on  January  1,  1985,  the  loan  closet  was  formalized  within  state 
regulations. 

Oregon's  program  does  not  depend  on  voluntary  reporting  of  the 
availability  of  equipment.  The  state's  central  Medicaid  office  tracks  DME 
items  with  a  micro-computer.  Warehouses  are  rented  in  various  areas  of  the 
state  to  store  equipment  until  it  is  needed.  State  staff  pick  up  and  deliver 
the  equipment. 
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Many  states  occasionally  retrieve  the  larger,  more  expensive  DME  items 
when  recipients  are  no  longer  using  them.  This  is  done  very  informally:  they 
do  not  track  the  equipment,  but  rely  on  notification  by  recipients,  their 
family  or  friends,  or  health  care  professionals.  In  some  cases,  providers 
recovering  rental  items  that  are  no  longer  needed  observe  state-owned 
equipment  that  is  not  being  used  and  report  it  to  Medicaid.  Vermont,  where 
equipment  is  recycled,  on  occasion,  through  home  health  agencies,  sent  letters 
to  recipients  in  possession  of  large  DME  items,  asking  them  to  notify  the 
Medicaid  agency  when  the  equipment  was  no  longer  needed. 

In  some  states  without  statewide  programs,  a  few  county  offices  operate 
their  own  loan  closets.  In  other  states,  some  providers  may,  on  occasion, 
voluntarily  retrieve  and  store  items  for  Medicaid. 

A  number  of  states  have  considered  the  volume  purchase  of  DME  and/or  DME 
loan  closets  and  have  either  rejected  them  outright  or  have  set  them  aside  for 
the  present.  Many  consider  DME  a  lower  priority  candidate  for  cost-saving 
initiatives  because  it  is  not  a  high-volume  program;  potential  return  is 
greater  on  administrative  cost-saving  efforts  aimed  at  areas  of  more 
significant  expenditures.  The  most  common  concerns  are  that  a  centralized 
purchasing  or  a  recycling  program  would  be  complicated  to  run,  that  a  large 
staff  would  be  required  to  track  the  equipment  and  operate  the  program,  that 
liability  for  the  equipment  would  be  a  problem,  that  there  are  too  many  issues 
to  be  worked  out;  in  short,  that  "the  savings  would  not  be  worth  all  the 
trouble."  Another  major  concern,  particularly  in  more  rural  states,  is  the 
problem  of  distribution  of  DME  under  a  centralized  program.  Some  agency  staff 
are  worried  about  the  long  turnaround  time  that  they  believe  would  be 
inevitable  under  such  a  system.    And  some  argue  that  a  loan  closet,  in 


-  23- 


particular,  would  have  to  be  administered  at  the  county  level,  which  would 
require  space  for  storage  and  additional  record-keeping  by  already 
overburdened  county  staff. 

The  Washington  Medicaid  program  dropped  its  DME  loan  closet  in  the  early 
1970s  because  the  state  found  it  extremely  difficult  to  maintain  inventories 
and  track  the  equipment.  Washington  instead  began  purchasing  the  equipment 
and  passing  ownership  on  to  the  recipients.  Since  that  time,  the  DME  program 
has  grown  significantly  and  the  cost  of  certain  new  types  of  equipment  has 
become  prohibitive.  As  a  result,  Washington  has  begun  asking  recipients  to 
return  the  more  expensive  items  when  they  no  longer  need  them.  There  is  no 
obligation  on  their  part  to  do  so  since  it  is  their  property,  but  some  are 
happy  to  get  these  unused  items  out  of  their  way.  Washington  has  no  plans  to 
return  to  a  formal  loan  closet. 

Some  states,  after  having  considered  centralized  purchase  or  recycling, 
have  determined  that  other  approaches  to  cost-containment  are  more 
appropriate.  Washington  found  that  substantial  savings  could  be  realized  from 
minor  administrative  modifications,  such  as  holding  DME  manufacturers  to  their 
warranties,  and  returning  and  obtaining  credit  for  unneeded  accessories. 

Massachusetts  distributed  a  request  for  proposals  (RFP)  for  the  volume 
purchase  of  wheelchairs.  Unfortunately,  none  of  the  responses  met  the  state's 
standards,  so  the  state  investigated  other  ways  to  lower  costs.  One  area  of 
concern  has  been  that  not  all  suppliers  of  wheelchairs  are  truly  qualified  to 
dispense  them  nor  to  make  the  necessary  fittings  and  repairs.  If  a  physician 
does  not  give  exact  specifications,  the  supplier  may  provide  inappropriate 
equipment,  which  necessitates  subsequent  costly  repair  and/or  replacements. 
To  cut  down  on  these  unnecessary  costs,  Massachusetts  held  a  conference  for 
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wheelchair  providers  and  manufacturers  on  the  topic  of  wheelchairs  and  how  to 
ensure  that  proper  equipment  is  dispensed;  sponsored  training  seminars  for 
providers;  published  instructions  in  its  provider  bulletins;  and  asked  its 
field  office  personnel  to  send  recipients  only  to  appropriate  types  of 
providers  for  the  dispensing  of  DME. 

One  state  is  currently  considering  a  proposal  for  a  "DME  buyback,"  an 
arrangement  whereby  items  no  longer  needed  by  Medicaid  recipients  can  be 
resold  to  a  DME  firm. 

4.     Prosthetic  Devices 

The  federal  government  has  stated  that  volume  purchase  of  prosthetic 
devices  is  permissible.  However,  there  is  very  little  interest  among  state 
Medicaid  agencies.  Several  state  Medicaid  officials  have  commented  that  they 
felt  volume  purchasing  was  usually  inappropriate  for  prosthetics  because  often 
the  devices  are  fabricated,  and  a  sizable  portion  of  the  custom  work  is  done 
by  the  physician/  dispenser. 

There  is,  however,  one  known  exception.  On  October  1,  1985,  Arkansas 
Medicaid  implemented  a  competitively  bid  sole  source  contract  for  home 
delivery  of  parenteral  nutrition  therapy  (hyperalimentation),  the 
administration  of  fluids  containing  essential  nutrients  through  a  venous 
catheter  positioned  in  the  superior  vena  cava.  Fluids,  additives,  fluid 
administration  supplies,  catheter  care  supplies,  admixture  services,  equipment 
maintenance,  product  monitoring,  and  24-hour  emergency  service,  as  well  as 
patient  training  in  catheter  care,  solution  preparation,  and  infusion 
technique,  are  covered  under  this  prosthetic  device  benefit. 
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Prior  authorization  is  required  for  this  service,  and  must  be  requested 
by  the  contractor.  Reimbursement  is  on  a  per  unit  basis,  with  a  ceiling  of 
six  units  per  day.  This  is  a  small  contract  (in  1984,  thirteen  Arkansas 
Medicaid  recipients  received  this  service);  however,  it  is  a  very  costly 
program,  and  it  has  been  determined  that  savings  can  be  realized  through 
volume  purchasing. 

5.     Oxygen  and  Oxygen-Related  Equipment 

Washington  has  purchased  oxygen  in  bulk  for  many  years.  It  also  volume 
purchases  respiratory  therapy  services,  which  include  ongoing  rehabilitation 
and  basic  equipment  necessary  for  the  patient's  treatment.  Initial 
respiratory  therapy  and  oxygen  administration  set-ups  must  be  pre-authorized, 
but  any  subsequent  ongoing  services  need  not  be.  Both  of  these  programs  were 
intended  to  be  sole  source  arrangements.  However,  a  subsequent  informal  legal 
interpretation  of  the  contract  found  that  the  sole  source  restriction  could 
not  be  enforced.  This  allowed  providers  to  purchase  oxygen  and  respiratory 
therapy  services  from  other  sources,  with  reimbursement  limited  to  the 
contracted  price.  Current  contracts  have  been  rewritten  as  sole  source 
agreements. 

Washington's  experience  has  demonstrated  that  savings  have  been  realized 

under  this  arrangement.     A  1978  General  Accounting  Office  study  reported: 

During  1976,  Oregon  paid,  on  the  average,  $6.15  per  100 
cubic  feet  of  oxygen  based  on  vendors'  charges;  however, 
under  Washington's  competitively  awarded  contract,  the 
comparable  price  was  $3.70.  [5] 

Since  Washington  first  implemented  these  programs,  changes  have  occurred 

in  the  marketplace  and  the  number  of  providers  of  oxygen  and  respiratory 
therapy  has  increased  significantly.     Because  of  this,  Washington  is  exploring 
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alternative  ways  to  purchase  these  services,  although  it  is  presently 
continuing  its  volume  purchasing  programs. 

Minnesota  began  volume  purchasing  oxygen  and  oxygen  administration 
equipment  services  on  September  1,  1984.  Sole  source  contracts  were  awarded, 
by  region,  to  seven  suppliers.  The  state  has  projected  a  savings  of  about 
$200,000  in  the  first  year. 

A  volume  rental  program  is  an  alternative  which  may  be  appropriate  for 
certain  oxygen  services.  Utah  implemented  a  sole  source  oxygen  concentrator 
volume  rental  program  on  January  1,  1982.  New  and  used  oxygen  concentrators 
are  rented  for  Medicaid  recipients  in  nursing  homes  and  private  residences. 
Concentrators  are  placed  only  if  they  are  medically  necessary;  that  is,  the 
patient  must  require  at  least  two  liters  of  oxygen  per  minute  for  at  least 
five  hours  per  day.  (It  is  not  cost-effective  for  patients  needing  less 
oxygen  to  be  given  concentrators;  they  are  provided  with  oxygen  tanks.) 

The  three-year  contract  was  competitively  bid  and,  in  addition  to  the 
concentrators,  includes  E-tanks,  service,  and  maintenance.  It  does  not 
include  breathing  apparatus.  The  competitive  bidding  process  was  administered 
by  the  state's  purchasing  department  on  behalf  of  the  Medicaid  agency.  Last 
year,  the  Utah  Medicaid  program  rented  190  oxygen  concentrators  for  its 
Medicaid-only  clients  and  250  for  its  Medicaid  dual  coverage  recipients. 

Utah  pays  a  contract  rental  rate  of  $135  per  concentrator  per  month. 
Prior  to  the  sole  source  program,  Utah  was  paying  a  maximum  of  $268  per  month 
and  faced  an  increase  to  $275  per  month.  For  Medicaid-only  patients  alone, 
the  rental  rate  compared  to  the  previous  program's  proposed  rate  represents  an 
unadjusted  cost  avoidance  of  $26,600  per  month,  or  $319,200  annually.  There 
are  additional  savings  from  concentrator  rentals  for  Medicare  dual  coverage 
recipients.     Utah  has  cut  its  program  costs  by  more  than  one-half. 
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6.     Other  Arrangements 


The  New  Jersey  Medicaid  Agency  has  devised  a  system  to  encourage 
long-term  care  facilities  to  purchase  supplies  through  contractual 
arrangements  with  group  purchasing  firms.  The  program  was  implemented  July  1, 
1983.  Participating  group  purchasing  firms  must  be  approved  by  the  state. 
Any  nursing  home  which  either  purchases  its  supplies  through  one  of  the 
state-approved  firms  or  purchases  them  at  prices  comparable  to  those  offered 
by  a  group  purchasing  plan  receives  an  add-on  to  the  Medicaid  per  diem  rate. 

The  incentive  amounts  are  based  on  the  percentage  of  facilities 
participating  in  the  program,  as  follows: 

Per  Diem  Per  Medicaid  Patient  Add-On  Incentive 
Percent  of 

Participating  LTCF's  With  LTCF's  With 

Medicaid  LTC  Less  Than  50%  50%  Or  More 

Facilities  Medicaid  Patients  Medicaid  Patients 

13%  $.07  $.10 

25%  .10  .13 

37%  .13  .16 

50%  .16  .19 

62%  .19  .22 

75%  .22  .25 

When  the  program  began,  over  37  percent  of  all  nursing  homes 
participating  in  Medicaid  were  group  purchasing  supplies.  Therefore,  the 
add-on  was  13  cents  to  16  cents  per  day  per  patient.  Currently,  about  80 
percent  of  the  nursing  homes  are  cooperating,  which  has  raised  the  incentive 
payments  to  22  cents  to  25  cents  per  day. 
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1.  HCFA  Information  Memorandum,  HCFA-IM-78-48  (MMB),  10/23/78. 
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Reconciliation  Act  of  1981,  Federal  Register,  May  24,  1983,  Vol.  48,  No. 
101,  p.  23216. 

3.  Omnibus  Budget  Reconciliation  Act  of  1981  (P.L.   97-35),  Section  2175. 

4.  HCFA  Information  Memorandum,  op.  cit. 

5.  U.S.  General  Accounting  Office,  Comptroller  General's  Report  to  the 
Congress  of  the  United  States:  Savings  Available  by  Contracting  for 
Medical  Supplies  and  Laboratory  Services;  HRD-78-60,  July  6,  1978. 
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APPENDIX  I. 
CONTACT  PERSONS 
FOR 

STATE  MEDICAID  VOLUME  PURCHASING  PROGRAMS 


LABORATORY  VOLUME  PURCHASING 

NEVADA: 

Molly  Earnhart 

(702) 

885- 

4795 

EYEGLASS  VOLUME 

PURCHASING 

ALABAMA: 

Charles  Reasner 

(205) 

277- 

2710,  Ext.  325 

ARKANSAS: 

Maggie  Fleming 

(501) 

371- 

2091 

FLORIDA: 

Sally  Morton 

(904) 

488- 

9347 

GEORGIA: 

Richard  R.  Jones 

(404) 

656- 

3961 

MASSACHUSETTS : 

Harry  Lohr 

(617) 

727- 

6169 

MICHIGAN: 

Neil  Oppenheimer 

(517) 

373- 

7720 

MINNESOTA: 

Thomas  A.  Kellenberger 

(612) 

297- 

2388 

NEW  HAMPSHIRE: 

Lucinda  E.  Reid 

( 603) 

271- 

4359 

OHIO: 

Frank  Blazewicz 

(614) 

466- 

6420 

OREGON : 

Clifford  Greenlick 

(503) 

378- 

5581 

SOUTH  CAROLINA: 

James  E.  Jollie 

(803) 

758- 

8693 

VERMONT: 

Charles  Perry 

(802) 

241- 

2880 

WASHINGTON: 

Gaylan  Gaither 

(206) 

754- 

2587 

WISCONSIN: 

Gale  Johnson 

( 608) 

267- 

7100 

HEARING  AID  VOLUME  PURCHASING 

ALASKA: 

Karen  Martz 

(907) 

561- 

2171 

FLORIDA: 

Sally  Morton 

(904) 

488- 

9347 

MINNESOTA: 

Thomas  A.  Kellenberger 

(612) 

297- 

2388 

SOUTH  CAROLINA: 

Marie  Thompson 

(803) 

758- 

5491 

TEXAS : 

Douglas  K.  Ozias 

(512) 

458- 

7420 

DURABLE  MEDICAL 

EQUIPMENT 

Volume  Purchasing 

MINNESOTA: 

Thomas  A.  Kellenberger 

(612) 

297- 

2388 

Loan  Closets 

ILLINOIS: 

Mark  Camille 

(217) 

782- 

5567 

INDIANA: 

Pat  Nolting 

(317) 

232- 

4333 

NEW  JERSEY: 

William  Lopatin 

(609) 

292- 

3756 

OREGON : 

Judy  Van  Uden 

(503) 

378- 

5581 

WEST  VIRGINIA: 

Auburn  Cooper 

(  304) 

348- 

8990 
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PROSTHETIC  DEVICE  VOLUME  PURCHASING 


ARKANSAS :                 LeAnn  Edwards                       (501)  371-2403 
( Hyperalimentation) 

OXYGEN  AND  OXYGEN-RELATED  EQUIPMENT 

Volume  Purchasing 

MINNESOTA:               Thomas  A.  Kellenberger      (612)  297-2388 

WASHINGTON:              Gaylan  Gaither                     (206)  754-2587 
(also  Respiratory  Therapy) 

Volume  Rental 

UTAH:                       Raedell  Ashley                    (801)  533-6571 
(Oxygen  Concentrators) 

OTHER  ARRANGEMENTS 

NEW  JERSEY:             Richard  Speranza                 (609)  292-6481 
(Incentive  Program  to  Encourage  Nursing 
Homes  to  Group-Purchase  Supplies) 

UTAH:                       Raedell  Ashley                    (801)  533-6571 
(Volume  Rental  of  Apnea  Monitors) 
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APPENDIX  II. 
IMPLEMENTING  A  VOLUME  PURCHASING  PROGRAM 

A.        Determining  the  Feasibility  of  Volume  Purchasing 

As  demonstrated  throughout  the  text  of  this  publication,  volume 
purchasing  can  be  an  attractive  approach  to  provider  reimbursement.  In 
addition  to  the  obvious  benefit  of  cost  containment,  there  can  be  a  positive 
impact  on  quality.  In  a  volume  purchasing  arrangement,  the  contract  language 
can  provide  detailed  and  specific  criteria  relating  to  quality.  In  addition, 
volume  purchasing  generally  makes  the  monitoring  of  compliance  with  quality 
requirements  much  simpler,  by  establishing  a  discrete  number  of  providers. 
This  is  especially  so  with  sole  source  agreements. 

While  volume  purchasing  may  be  expected  to  improve  quality,  the  most 
appealing  feature  by  far  is  its  potential  for  reducing  costs.  The  evidence 
from  existing  state  programs  supports  the  fact  that  volume  purchasing  saves 
money;  however,  it  may  not  be  so  for  every  service  or  item  for  every  state.  A 
careful  review  must  be  made  to  assess  the  net  impact  on  state  expenditures. 

Before  determining  whether  volume  purchasing  is  appropriate,  through  a 
detailed  cost  analysis,  state  Medicaid  policymakers  might  consider  the 
following  questions  to  determine  whether  volume  purchasing  of  a  specific  item 
or  service  is  feasible: 

•  Does  the  federal  government  allow  volume  purchasing  of  the 
item  or  service  in  question?  Volume  purchasing 
arrangements  can  be  established  without  a  waiver  for 
eyeglasses,  hearing  aids,  laboratory  services  and  X-rays, 
durable  medical  equipment,  home  health  appliances,  and 
prosthetic  devices. 
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•  Are  there  any  legal  obstacles?  Pertinent  state  statutes 
and  state  administrative  codes  should  be  studied  for 
prohibitions  or  qualifications.  Any  questionable  areas 
should  be  investigated  and,  if  necessary,  the  state 
attorney  general  should  be  requested  to  give  an 
opinion. Establishing  a  program  upon  uncertain  authority 
could  lead  to  lengthy,  expensive  litigation.  If  volume 
purchasing  is  not  possible  under  current  state  law  but  is 
considered  highly  desirable,  state  legislators  must  be 
persuaded  of  its  value. 

•  Will  a  volume  purchasing  program  be  cost-effective?  A 
brief  management  review  should  be  undertaken  to 
determinewhether  potential  cost  savings  would  be 
sufficient  to  warrant  volume  purchase.  Factors  to  be 
considered  include  the  volume  of  state  coverage  of  the 
item  or  service  under  consideration,  and  the  complexity  of 
administering  such  a  program. 

•  Are  administrative  resources  available?  For  some  items  or 
services,  even  a  preliminary  analysis  may  indicate  that 
the  development  and  implementation  of  a  volume  purchasing 
program  would  require  more  resources  than  it  is  feasible 
to  allocate.  (Illinois  decided  against  pursuing  volume 
purchase  of  laboratory  services  partly  for  this  reason.) 
If  sufficient  funds  are  not  available,  and  yet  the 
management  review  indicates  that  significant  cost  savings 
might  accrue  from  such  a  program,  consideration  might  be 
given  to  seeking  funding  for  the  staff  needed  to  develop 
the  proposal. 

•  Are  there  concerns  specific  to  the  services  under  review 
that  should  be  investigated?  For  instance,  geographic, 
demographic,  and  transportation  factors  may  determine 
whether  contract  purchase  of  laboratory  services  is 
feasible,  and  what  type  of  program  is  most  suitable. 
Emergency  lab  work  may  be  handled  by  the  contract  lab(s) 
in  some  states,  but  in  other  states,  lower  population 
densities  may  make  it  necessary  to  contract  only  for 
non-emergent  services.  Similarly,  the  integrity  of  some 
lab  procedures  could  be  harmed  by  shipping  or  by  delays 
inherent  in  a  centralized  processing  system. 

•  Are  significant  changes  in  the  state's  provision  of  this 
item  likely  within  the  foreseeable  future?  These  might 
include  the  elimination  of  coverage  for  all  or  certain 
recipient  groups,  a  reduction  in  the  scope  of  the  benefit, 
or  the  possible  enrollment  of  a  large  group  of  recipients 
into  a  capitation  program,  such  as  a  Health  Maintenance 
Organization,  which  already  covers  the  service  or  item 
being  considered  for  contract  purchasing. 
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•  What  is  the  political  situation  in  regard  to  the  service? 
How  powerful  are  the  provider  associations  involved?  What 
is  their  position  on  volume  purchasing?  Will  they  support 
such  a  program,  particularly  if  they  are  allowed  to  help 
shape  it? 

If  a  volume  purchasing  arrangement  operated  solely  by  the  state  Medicaid 
program  does  not  seem  feasible,  consideration  of  a  joint  program  with  other 
state  agencies  might  be  worthwhile.  South  Carolina  and  Texas  are  providing 
hearing  aids  for  children  in  this  manner.  A  variation  on  this  theme,  which 
Alaska  uses  to  purchase  hearing  aids,  is  a  "coattail"  arrangement,  in  which 
the  Medicaid  program  will  pay  no  more  for  a  specific  item  or  service  than  the 
rate  that  has  been  contracted  by  a  sister  state  agency. 

There  may  be  other,  simpler  means  of  containing  costs,  such  as  revision 
of  the  reimbursement  structure.  A  state  might  establish  fee  screens  or 
payment  ceilings  if  it  currently  has  no  maximum  other  than  reasonable  and 
customary  charges,  or,  it  could  reduce  screens  that  are  relatively  high.  In 
several  states  the  prospect  of  volume  purchasing  induced  the  provider  groups 
to  request,  instead,  negotiations  to  establish  maximum  payment  rates. 

If  volume  purchase  of  a  particular  item  or  service  warrants  further 
study,  a  careful  analysis  of  costs  and  potential  savings  is  in  order.  It  is 
important  to  compare  the  state  Medicaid  program's  current  costs  with  the  per 
unit  expenditures  of  states  that  are  volume  purchasing.  At  this  point,  and 
throughout  the  process  of  analysis  and  preparation,  it  can  be  extremely  useful 
to  consult  with  staffpersons  in  those  states  about  their  programs.  A  look  at 
other  volume  purchasers,  including  sister  state  agencies  and  the  Veterans 
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Administration,  can  also  be  helpful,  as  would  a  survey  of  actual  costs  to 
vendors  for  the  item  or  service.  Various  factors  can  affect  the  level  of 
savings,   including  the  following: 


•  State  laws  concerning  competitive  bidding  for  state 
government  contracts.  For  instance,  statutes  may 
prohibit  state  agencies  from  contracting  with 
out-of-state  firms.  This  presents  a  problem  if  there 
are  few  or  no  qualified  in-state  firms,  which  could 
eliminate  the  element  of  competition.  Even  if  there  are 
more  qualified  in-state  vendors  but  they  are  all  small 
firms,  they  may  not  be  able  to  provide  the  product  at 
rates  as  low  as  those  offered  by  larger,  out-of-state 
producers.  One  solution  might  be  to  encourage  the 
formation  of  a  consortium  of  small  vendors  similar  to 
the  optical  lab  consortium  that  initially  contracted 
with  the  Massachusetts  Medicaid  program.  Another  is  to 
divide  the  state  into  geographic  units  and  to  award  a 
sole  source  contract  for  each  of  these  units,  as  Ohio 
has  done  with  its  eyeglass  program. 

•  The  existence  of  a  prior  authorization  requirement  for 
the  item  or  service.  If  the  prior  authorization  process 
involves  a  review  of  eligibility  as  well  as  medical 
necessity,  it  will  virtually  eliminate  claim 
disallowances  on  the  basis  of  ineligibility.  If  the 
state  is  at  risk,  this  would  prevent  inadvertent  payment 
for  services  provided  to  non-eligible  patients.  If  the 
vendor  is  at  risk,  this  should  allow  vendors  to  offer 
lower  bids.  The  negative  effect  of  prior  authorization 
is,  of  course,  that  it  will  lengthen  considerably  the 
"turnaround  time,"  which  is  the  time  it  takes  to  deliver 
the  service  or  item  to  the  patient. 

•  Anticipated  volume  of  the  item  or  service  to  be 
purchased.  The  greater  the  volume,  the  lower  the  rates 
are  likely  to  be.  For  states  with  smaller  programs, 
increased  volume  can  be  achieved  by  entering  into  a 
joint  bulk  purchasing  program  with  one  or  more  state 
agencies. 

•  Whether  it  will  be  a  sole  source  contract,  which  makes 
possible  a  better  estimate  of  the  volume  to  be  purchased 
and  may,  consequently,  result  in  a  lower  bid. 

•  Formulas  for  determining  the  proportion  of  costs  covered 
by  the  federal  government.  It  should  be  remembered 
that, while  there  is  a  50/50  federal  match  for  general 
administrative  costs;  the  federal  financial 
participation  (FFP)  match  for  services,  and  therefore 
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the  non-federal  share  of  both  costs  and  cost-savings, 
varies  from  state  to  state.  This  should  be  factored 
into  the  calculations  of  actual  savings  accruing  to  the 
state. 

Offsetting  costs  generally  fall  into  two  categories:  start-up  costs  and 
operating  costs.  Once  a  program  has  been  established,  it  will  not  be 
expensive  to  operate,  but  the  initial  outlays  could  be  high,  in  some  cases. 
An  estimate  of  start-up  costs  is  crucial.  Even  though  the  long-term  savings 
potential  may  be  large,  high  start-up  costs  could  be  prohibitive.  The 
preliminary  costs  will  vary  greatly  depending  upon  the  type  of  service  being 
considered  and  how  complex  the  program  would  be,  how  much  research  is 
necessary  to  design  it,  and  the  extent  of  the  necessary  changes. 

Systems  changes  are  required  prior  to  implementing  a  volume  purchasing 
program.  In  some  cases,  these  may  account  for  a  large  portion  of  the 
program's  start-up  costs  while,  in  other  cases,  they  will  be  minimal.  It 
depends  entirely  upon  the  claims  system  and  the  extent  of  the  changes 
necessary  to  convert  to  the  new  purchasing  program  and  its  claims  procedures. 
Many  of  the  changes  will  be  required  if  there  is  a  transition  to  a  dual  claims 
process.  In  most  instances,  the  dispenser  will  no  longer  submit  one  claim  for 
both  his  fees  and  the  cost  of  materials;  claims  for  materials  will  be 
submitted  directly  by  the  contractor,  and  the  dispenser  will  submit  a  separate 
claim  for  his  fee. 

Money  and  staff  time  may  be  required  for  the  development  of  both  the 
initial  bid  document  and  the  contract,  and  for  the  entire  competitive  bidding 
process.  There  will  also  be  other  expenses  associated  with  the  start-up  of 
the  program.  These  might  include  consultant  fees  and  costs  associated  with 
consultations  and  meetings  with  provider  groups. 
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Once  the  approximate  costs  of  a  volume  purchasing  program  have  been 
estimated,  the  net  savings  can  be  projected.  Then  state  Medicaid  policymakers 
must  determine  whether  such  a  program  would  be  appropriate,  in  light  of  the 
cost  savings  and  any  other  non-cash  considerations  they  may  wish  to  take  into 
account. 

B.        Designing  a  Volume  Purchasing  Program 

When  the  decision  has  been  made  to  develop  a  volume  purchasing  program, 
much  work  must  be  done  prior  to  implementation. 

It  can  be  extremely  helpful  at  the  outset  to  look  at  how  other  states 
have  set  up  their  programs.  From  their  experiences  it  is  possible  to  select 
useful  policies  and  methodologies,  and  then  to  design  a  plan  to  suit  a  state's 
unique  needs.  This  can  save  considerable  staff  time  and  resources.  Appendix 
I  presents  a  list  of  state  Medicaid  staffpersons  who  provided  information 
about  their  volume  purchasing  programs  for  this  paper.  Another  source  of 
assistance  is  a  publication  entitled  "Supplemental  Information  on  Volume 
Purchasing,"  which  HCFA  prepared  and  distributed  to  state  Medicaid  directors 
in  January  1984.  It  details  various  elements  of  eight  state  eyeglass  volume 
purchasing  programs.* 

The  contractor ( s )  may  be  selected  through  competitive  bidding,  but  it  is 
not  required  by  federal  law.  Negotiation  is  permitted.  However,  many  states, 
have  enacted  laws  requiring  competitive  bidding  as  the  method  for  selection  of 

*To  obtain  a  copy  of  "Supplemental  Information  on  Volume  Purchasing,"  contact: 
Robert  Streimer,   Director,   Bureau  of  Eligibility,  Reimbursement  and  Coverage, 
HCFA,  100  East  High  Rise,  6325  Security  Boulevard,  Baltimore,  MD  21207, 
(301)  594-9320. 
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contractors.  The  following  discussion  will  focus  upon  the  competitive  bidding 
approach,  but  much  of  what  is  said  would  also  apply  to  other  methods  of  vendor 
selection. 

An  internal  task  force  consisting  of  representatives  from  Medicaid  and 
other  appropriate  state  agencies  or  departments  can  provide  needed  expertise. 
These  offices  might  include  those  working  with  contracts  and  procurement, 
fiscal,  and  legal  matters.  In  addition,  the  agency's  claims  processing  staff 
or  fiscal  agent  should  be  consulted  in  the  initial  stages.  The  preliminary 
feasibility  study  will  have  provided  a  cost  estimate  for  systems  changes,  but 
further  studies  must  be  done.  Negotiations  with  the  fiscal  agent  may  be 
required  if  substantial  modifications  are  to  be  made. 

Establishing  an  advisory  committee  which  includes  representatives  of 
concerned  provider  groups  can  be  important  in  several  ways.  Involving  them  in 
the  planning  process,  either  through  a  committee  or  in  a  more  informal  manner, 
can  help  develop  effective  and  acceptable  procedures.  Indeed,  it  is  important 
to  solicit  the  input  of  provider  groups  at  all  stages  of  the  planning  and 
implementation  processes  in  order  to  gain  their  cooperation  and  support. 

Before  implementation,  numerous  policy  decisions  must  be  made.  The 
procedures  to  be  followed  by  providers,  vendors,  and  claims  processors  must  be 
established,  covering  everything  from  disposition  of  the  prescription  or 
provider's  order  for  the  item  or  service,  to  claims  procedures.  New  forms  may 
have  to  be  designed,  a  length  of  warranty  established,  repair  policies 
outlined,  and  the  issue  of  dispensing  fees  addressed. 

Still  another  basic  decision  concerns  the  length  of  the  contract 
period.  Many  states  with  volume  purchasing  agreements  have  chosen  one  year, 
often  with  provision  for  several  one-year  options  to  extend.     Longer  contract 
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periods  cut  down  on  the  frequency  of  performing  administrative  tasks  involved 
in  the  bidding  process  (although  once  the  initial  bid  document  and  contract 
are  constructed,  subsequent  efforts  are  reduced  considerably),  but  they  create 
the  risk  of  being  locked  into  a  less  than  satisfactory  arrangement.  Most 
contracts  do,  however,  include  a  clause  allowing  for  "termination  for 
convenience"  when  it  is  in  the  best  interests  of  the  state.  A  long-term 
contract  that  provides  fixed  prices  for  the  life  of  the  contract,  may  bring 
the  state  greater  savings  over  a  longer  period.  Care  should  be  taken, 
however,  not  to  place  the  contractor  at  too  great  a  risk.  This  could  reduce 
the  number  of  bidders,  raise  the  bids  so  high  that  it  offsets  any  potential 
savings  derived  from  the  longer  term,  or,  under  adverse  economic  conditions, 
impair  the  contractor's  ability  to  fulfill  the  contract. 

Another  concern  is  the  impact  of  volume  purchasing  on  small  and  minority 
businesses.  States  may  address  this  issue  in  their  RFPs  and  contracts. 
Provisions  vary  from  a  brief  statement  that  the  state  encourages  these  firms 
to  apply,  to  a  requirement,  such  as  that  included  in  Wisconsin's  RFP  for  its 
eyeglass  program,  that  bidders  must  "expend  a  good  faith  effort  to  identify, 
contact  and  secure  a  qualified  Minority  Business  Enterprise  and/or  a  small 
Wisconsin  Business"  as  a  subcontractor.  They  must  either  secure  such  a 
subcontractor  or  document  efforts  to  do  so.  If  they  do  not,  they  will  be 
disqualified  from  the  bidding. 

A  maximum  turnaround  time,  the  time  which  elapses  between  the  ordering 
of  the  item  or  service  and  its  provision  to  the  provider  or  recipient,  should 
be  determined,  as  well  as  penalties  for  failure  to  meet  it.  (If  prior 
authorization  or  adjudication  are  required,  the  turnaround  time  must  be 
lengthened  to  accommodate  it.)  Obviously,  certain  exceptions •  to  this  limit 
must  be  made  for  difficult  orders.     An  allowance  of  a  certain  number  or  small 
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percentage  of  orders  that  exceed  the  time  limit  is  often  permitted.  Wisconsin 
has  included  a  penalty  clause  in  its  eyeglass  contract.  A  random  sample  of 
orders  will  be  monitored  over  a  three-month  period.  If,  from  that  sample, 
five  percent  or  more  of  the  orders  are  not  processed  and  delivered  in  a  timely 
manner  (  Wisconsin  requires  delivery  within  ten  working  days  of  receipt  of  the 
prescription),  the  contractor  will  forfeit  two  percent  of  the  amount  claimed 
for  reimbursement  over  that  three-month  period. 

Some  states  require  a  performance  bond  to  guarantee  that  the  winning 
firm  will  fulfill  the  contract.  Wisconsin's  winning  contractor  must  post  a 
$50,000  performance  bond.  In  its  first  contract,  Michigan  required  that  the 
winner  post  a  performance  bond  equal  to  ten  percent  of  the  contract,  but  not 
less  than  $5,000.  This  was  payable  if  the  contractor  defaulted  on  the 
contract.  Michigan  has  since  dropped  the  requirement  of  a  bond  because  it  is 
often  difficult  to  collect;  small  and  minority  businesses  may  have  to  pay 
higher  rates,  which  may  be  tantamount  to  discrimination  against  them;  and  the 
problem  of  default  may  be  addressed  through  contract  specifications. 

The  bid  document  is  extremely  important.  it  is  sometimes  referred  to  as 
the  Invitation  for  Bids  (IFB),  the  Request  for  Quotations  (RFQ) ,  or  the 
Request  for  Proposals  (RFP).  (An  RFP  allows  the  bidder  to  propose 
methodologies  as  well  as  bids.)  The  bid  document  sets  out  the  specifications 
by  which  potential  bidders  determine  whether  they  can  meet  the  terms  of  the 
contract  and,  if  so,  at  what  price.  It  should  be  as  detailed  as  possible  so 
there  will  be  no  confusion  about  what  will  be  expected  of  the  contractor.  The 
terms  of  the  contract  should  be  thoroughly  laid  out,  except  for  those  points 
which  the  state  is  willing  to  negotiate  with  the  winner. 
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Some    of    the    issues    which    would    be    appropriate    to   address    in   a  bid 
document  are  as  follows: 


•  bidding  procedures  to  be  followed,  and  descriptions  of 
the  award  criteria,  award  granting  process,  and  bidders' 
appeals  procedures; 

•  how  a  tie  in  the  bid  selection  will  be  handled  (e.g., 
whether  a  minority  or  small  business  will  receive 
preference) ; 

•  any  special  consideration  for  minority  and/or  small 
businesses; 

•  the  requirement  of  an  assurance  by  the  bidder  that  he 
will  abide  by  the  stated  specifications  and  that  his  is 
a  "firm  offer"; 

•  a  requirement  that  the  vendor  warrant  and  represent  that 
all  goods  and  materials  ordered  will  be  free  and  clear 
from  all  liens,  claims  and  encumberances ; 

•  a  list  of  covered  and  non-covered  services; 

•  a  description  of  the  tasks  to  be  performed  by  the 
contractor  and  the  process  involved; 

•  the  estimated  volume  of  purchases,  with  the  stipulation 
that  these  are  only  estimates  and  that  the  contractor 
must  be  prepared  to  fill  orders  upon  demand  (if 
feasible,  these  should  be  broken  down  into  regions); 

•  all  quality  standards  which  the  items  or  services  must 
meet ; 

•  the  contract  period,  and  the  length  and  number  of 
options  to  extend; 

•  time  requirements  for  delivery  of  items  ("turn-around 
time" ) ; 

•  a  requirement  that  the  contractor  report  delays  to 
dispensers  and  to  the  state,  and  procedures  for  doing  so; 

•  guarantees  or  warranties  and  any  time  limits  on  them; 

•  method  of  reimbursement; 

•  method  of  billing  (tape-to-tape  or  standard  paper 
claims) ; 
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•  requirement  of  periodic  work,  status,  or  utilization 
reports  by  the  contractor  giving  a  tabulation  of  the 
orders  filled  under  the  contract; 

•  monitoring,  on-site  or  otherwise,  to  ensure  quality  and 
contract  fulfillment; 

•  records  maintenance  and  access; 

•  specifications  as  to  those  who  are  eligible  for  the 
service,  any  limitations  on  coverage  (such  as  one  pair 
of  eyeglasses  per  year),  and  assignment  of 
responsibility  and  risk  for  determination  of  eligibility 
(when  prior  authorization  is  not  required); 

•  procedures  and  financial  responsibility  for  shipping 
(often  shipping  charges  are  paid  by  the  contractor  out 
of  his  reimbursement  from  the  state;  therefore,  he  needs 
to  include  consideration  of  these  costs  in  calculating 
his  bid ) ; 

•  valid  reasons  for  termination  of  the  contract  by  the 
state  and/or  the  vendor,  and  assignment  of  financial 
liability  for  associated  costs; 

•  rights  of  the  state,  in  case  of  default  by  the 
contractor ; 

•  responsibility  for  repairs  and/or  replacements; 

•  non-discrimination  clause  (usually  a  requirement  that 
the  vendor  comply  with  the  Civil  Rights  Act  of  1964); 

•  penalty  clauses  (for  delays  or  non-fulfillment  of 
contract )  ; 

•  contractor's  liability,  and  various  types  of  indemnity 
clauses  protecting  the  state  and  its  employees; 

•  performance  bond  (a  type  of  insurance  against 
non-fulfillment  of  contract),  to  be  paid  for  by  the 
winner  and  held  by  the  state  throughout  the  life  of  the 
contract.  Some  states  prefer  to  protect  against  losses 
due  to  non-fulfillment  or  default  through  the  contract 
itself  (see  page  41); 

•  types  of  forms  to  be  used  and  assignment  of 
responsibility  for  their  design,  printing,  and 
distribution  to  providers; 

•  requirement  of  confidentiality  of  client  information; 

•  ownership  of  data; 
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•  reference  to  taxes  (will  the  state  Medicaid  program  be 
charged  sales  tax  by  the  vendor?); 

•  any  limitations  on  location  of  bidders'  places  of 
business  (e.g.,  it  may  be  stipulated  that  only  in-state 
businesses  need  apply  or  that  a  certain  percentage  of 
the  work  must  be  done  within  the  state — this  is 
sometimes  mandated  by  specific  state  laws); 

•  definition  of  fraud  and  penalties  for  fraud; 

•  time  limitations  in  relation  to  claims  (time  allowed  the 
contractor  to  submit  claims,  and  time  allowed  the  state 
to  pay  them) ; 

•  for  an  eyeglass  program:  provision  for  lens  and  frame 
substitutions  (when  manufacturer  discontinues  a 
particular  frame,  the  contractor  can  be  required  to 
substitute  a  frame  of  equal  quality); 

•  for  an  eyeglass  program:  assignment  of  financial 
responsibility  for  frame  sample  kits  to  be  used  by 
dispensers  (often  dispenser  purchases  them,  but  there 
may  be  a  loan  arrangement);  and 

•  any  other  provisions  which  the  state  finds  appropriate, 
useful,  or  necessary.  These  might  include  a  toll-free 
telephone  number  for  use  by  providers  or  dispensers,  and 
required  reporting  of  abusive  or  fraudulent  behavior  by 
providers  or  recipients. 


The  completed  bid  document  must  then  be  distributed;  it  can  be  sent 
either  to  selected  bidders,  or  the  state  can  use  an  open  bidding  procedure, 
publishing  it  widely  and  making  it  available  to  any  interested  parties.  A 
question  to  be  addressed  is  whether  to  limit  the  invitation  to  in-state 
contractors.  This  may  be  out  of  a  state  agency's  control,  depending  upon 
whether  or  not  there  are  any  in-state  providers  capable  of  handling  the 
contract,  and  upon  state  laws  and  regulations.  Most  state  Medicaid  programs 
do  not  impose  such  a  limit,  since  their  primary  motivation  is  to  cut  costs. 
They  may,  however,  encourage  in-state  bidders  in  a  number  of  ways,  such  as 
awarding  smaller  sole  source  contracts  by  region. 
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After  distributing  the  bid  document,  it  may  be  advantageous  to  hold  a 
bidder's  conference  to  describe  the  program,  explain  the  contract 
specifications,  and  answer  questions. 

After  all  bids  are  received,  the  selection  committee  will  eliminate 
initially  those  bidders  who  do  not  qualify  or  who  cannot  be  considered  as 
"responsible,"  capable  of  fulfilling  the  contract,  or  financially  viable.  For 
this  reason,  the  bid  document  should  include  a  statement  that  the  state  can 
reject  a  bid  "with  cause."  The  state  can  then  select  the  lowest  bidder  from 
the  qualified  group. 

Once  the  winner  is  selected  but  before  the  contract  is  signed,  any 
details  not  already  agreed  upon  should  be  negotiated,  such  as  the  amount  of 
time  needed  by  the  contractor  to  gear  up  for  the  added  volume  and  new 
procedures.  In  addition,  the  claims  processing  and  fiscal  units  need  adequate 
time  to  make  the  necessary  systems  changes. 

Essential  to  the  success  of  the  program  is  adequate  education  of  the 
providers  who  will  be  ordering  or  prescribing  the  contracted  item  or  service. 
Written  notification  can  be  made  through  special  editions  of  provider 
bulletins  and  updates  of  provider  manuals.  Other  effective  techniques  include 
presentations  to  conferences  of  provider  associations,  holding  regional 
provider  seminars  to  discuss  the  new  system,  and  consultation  with  provider 
association  representatives.  The  more  familiar  providers  become  with  the 
program,  the  smoother  will  be  its  operation  and  the  lower  the  state's 
administrative  costs. 

Careful,  thorough  development  of  a  volume  purchasing  plan  will  pay  off. 

It   will   mean   fewer   unexpected,    costly   problems   during   the   start-up  period. 

Complete,    detailed    bid    documents    and    contracts    which    spell    out    what  is 

expected  of  the  contractor  and  cover  all  contingencies  will  make  the 
transition  to  volume  purchasing  easier  for  all  concerned. 
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